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PREFACE 


This  syllabus  is  intended  to  be  used  merely  as  a series 
of  texts.  The  aim  is  to  furnish  the  student  with  the 
terminology  of  the  siibject  and  with  accurate  statements 
of  essential  notions,  leaving  explanations  to  be  supplied  by 
the  teacher  orally  and  examples  to  be  elicited  chiefly  from 
the  students  themselves. 

These  pages  consist  of  little  more  than  a teacher’s 
lecture-outlines,  thrown  into  sentence-form  to  serve  as  a 
student’s  handbook.  Examples  are  omitted — except  where 
the  meaning  could  not  be  made  clear  without  them — in  order 
to  minimize  the  temptation  to  the  student  to  take  an  example 
because  “ it  is  written,”  and  learn  it  by  rote.  Should  there 
be  passages  which  do  not  sufficiently  suggest  examples  for 
themselves,  the  writer  would  be  happy  to  correspond  with 
teachers  respecting  facts  which  underlie  and  illustrate  the 
statements  of  the  text ; or,  resort  may  be  had  to  standard  text- 
books. The  syllabus  cannot  be  used  as  an  ordinary  “ text- 
book,” but  only  as  an  adjunct  to  oral  teaching. 

The  plan  of  work  that  has  been  found  most  satisfactory' 
is  to  take  the  latter  part  of  a recitation  period  for  developing 
the  new  topic.  The  text  is  presented  and  explained,  and  one 
or  two  illustrative  examples  are  drawn  out  from  the  class. 
At  the  next  lesson  each  student  brings  in  a paper  on  which 
he  has  written,  in  his  own  words,  the  principles  of  the  topic, 
with  examples  based  on  his  own  observation  or  previous 
knowledge.  This  hour  is  spent  in  criticising,  reciting,  com- 
paring, and  blackboard  work  on  definitions,  classification 
and  outline.  On  the  third  day,  the  students  bring  in  their 
note-books  in  which  the  whole  lesson  has  been  rewritten  in 
accordance  with  the  corrections  and  simo-estions  made  on  the 
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sec  )iicl  day.  These  note-books  are  looked  over  by  the 
teacher,  with  additional  discussion,  during  the  first  part  of 
the  hour ; in  the  latter  part  of  the  hour  a new  topic  is  deve- 
lop ?d,  as  stated  above.  This  gives  two  da}’s  to  a topic. 

The  course  is  conversational  and  introductory  The 
s\l]abiis  is  for  Chinese  students  of  English  who  are  not  yet 
pro  icient  in  that  language  but  who  have  some  maturity  of 
mil  d.  The  aim  is,  therefore,  to  make  the  stvle  plain 
wit  lont  being  juvenile  and  to  make  the  treatment  fairly 
con  prehensive  but  not  exhaustive. 

The  study  of  formal  “laws”  of  economics,  and  the  appli- 
cati  ms  of  economic  principles  to  practical  problems,  are 
reser\ed  for  later  work.  Only  the  most  essential  notions  are 
presented  here, — and  in  such  form  that  the  student  mav  be 
expi  'cted  to  master  every  word  of  the  text. 

It  is  hardly  necessary  to  add  that  ideas  and  illustrations 
are  sorrowed  freely  from  recent  writers  on  economics.  Two 
of  the  most  helpful  are  Professor  ^Marshall,  of  Cambridge,  and 
President  Hadley,  of  Yale.  Chinese  terms  are  added,  in  Part 
I,  V here  they  seemed  likely  to  be  useful.  For  the  more 
thecretical  work  of  Parts  II  and  III,  they  are  omitted  from 
the  ydlabiis  for  the  present,  because  of  uncertaintv  as  to  the 
proper  terms.  In  class-room  work,  however,  students  are 
called  upon  to  suggest  Chinese  terms,  with  a view  to  making 
theii  concepts  more  definite. 

C.  M.  L.  S. 

Xanyang  College^ 

May  lotJi^  1904. 
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INTRODUCTION 


The  English  word  Economics  is  taken  from  the  old 
Greek  language.  Originally  it  was  made  np  of  two  Greek 
words  and  meant  the  regulation  of  household  property  ^ 
It  is  the  ordinary  business  of  men  to  use  what  they 
have  so  as  to  make  a living  for  themselves  and  their  families 
^ tf)-  In  studying  Economics,  we  shall  find  that 
is  based  upon  careful  observation  of  men’s  actions 
in  the  ordinary  business  of  life  ||).  The  science  of 
Economics  is  also  called  Political  Economy  (g  f]-  ^), 
because  it  concerns  the  whole  State  (gj  ^). 


Give  exact  meanings  in  English  for  various  Chinese 
terms  used  to  denote  this  science : 

Give  other  Chinese  expressions  used  to  denote  this 


study, — and  quote  a few  passages  from  the  old  books,  to 
illustrate  their  economic  teachino-s, 

o 


\\  hat  do  men  want?  How  do  men  get  what  thev  want  ? 
How  do  men  help  one  another  in  getting  what  they  want  ? 
How  do  they  divide  up  what  they  get?  How  do  they  use 
what  they  have  got?  Write  answers  to  these  questions, 
giving  as  many  different  varieties  of  facts  as  you  can,  from 
your  own  observation. 


Whatever  men  may  want  and  can  get  and  can  ovai  and 
can  exchange  with  other  men,  may  be  called  wealth  (^). 
Nature  furnishes  many  things,  but  men  are  continually 
taking  these  things  and,  by  labor,  making  them  more 
suitable  to  gratify  their  wants.  More  wealth  is  thus  created. 
This  process  may  be  called  production  Different 

men  produce  different  kinds  of  wealth.  Then  thev  o-ive  a 
part  of  what  they  have,  to  get  a part  of  what  others  have  : 
this  may  be  called  exchanCxE  ^ M)',  a^fl  tlie  amount 
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of  V ealth  for  which  a thing  can  be  exchanged  may  be  called 
its  ''^ALUE  -fit).  The  way  in  which  the  value  of  a thing  is 
divi  ied  up  among  those  who  have  helped  to  produce  it,  may 
be  c ailed  distribution,  or  the  sharing  of  the  value  . 

Many  other  sciences  are  helpful  in  the  study  of 
Ecoaomics:  such  as  Psychology,  which  deals  with  the 
Opel  ations  of  man’s  mind,  and  Physiology,  which  deals  with 
the  operations  of  man’s  bodily  organs ; also  the  various 
nati  ral  sciences,  by  which  men  can  learn  much  about  the 
mat  trials  and  forces  of  nature,  and  the  use  of  them. 


PART  I 

The  Production  of  Wealth 

M) 


» 

i 


I 
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PART  I 

The  Production  of  Wealth  |^) 

DIFFERENT  WAYS  OF  PRODUCING  WEALTH 

In  answering  the  question  : How  do  men  get  what  they 
want? — we  may  first  consider  the  general  ways  in  which 
wealth  is  produced.  The  most  important  ways  in  which 
men  get  wealth  are  these  : 

(i)  By  EXTRACTING  (ift  g ^ f'lj  01  taking  directly 
from  nature,  as  in  cultivating  the  soil,  mining,  etc.|  (2)  by 
transforming  or  changing  things  to  a different 

form,  as  in  manufacturing;  (3)  by  Transporting  or 

taking  things  from  one  place  to  another,  as  in  carrying  by 
cart  and  boat ; (4)  by  Transfering  |^),  or  changing'" the 
ownership  of  things,  as  in  selling  things  in  market.  All 
these  different  ways  of  getting  wealth  may  be  called 
PROCESSES  OF  PRODUCTION  ^ because  things  are 

thus  made  more  suitable  to  gratify  wants,  that  is,  the  '"value 
of  things  is  increased. 

SOURCES,  MEANS  AND  HELPERS  OF  PRODUCTION 

Nearly  all  wealth  is  got,  either  directly  or  indirectly, 
from  nature,  b\  man  s labor.  These  two  may  therefore  be 
called  the  chief  sources  of  wealth.  Ainthing  that  takes  part 
in  producing  wealth  may  be  called  afi  agent  of  p}  oduction. 
We  shall  consider  other  agents  of  production  afterward. 
Now  we  shall  consider  the  two  primar>-  agents  of  production 
(-4  Ht  jE  il^),  namely.  Nature  and  Labor. 


lO 


SECTION  I 

Nature  as  an  agent  of  production 

Nature  (H  is  the  basis  of  production.  Even  the 
bo  lies  of  men  are  produced  by  the  operations  of  nature  ; and 
the  physical  life  of  men  is  maintained  from  nature.  The 
su:face  of  the  earth  affords  men  a place  where  they  can  live 
an  1 work.  But  we  must  now  consider  nature  as  distinct 
frem  man.  In  considering  nature  as  a source  of  wealth  we 
m'c  y consider  ( i ) natural  materials  and  ( 2 ) 

na  ural  forces  ^ 

NATURAL  MATERIALS 

These  may  be  grouped  in  two  great  classes : inorganic 
and  organic  ;^).  Inorganic  materials  are  those 

th£  t have  no  life  in  themselves:  they  are  furnished  by  nature 
in  various  forms — solid,  liquid  and  gaseous.  They  include 
all  the  substances  that  make  up  natural  wealth  of  every 
kind.  They  include  not  only  the  various  “elements”  that 
chemists  have  discovered,  but  especially  the  combinations  of 
these  in  such  forms  as  air,  water,  the  soil,  stone,  minerals, 
mi  leral  oil  and  natural  gas. 

Organic  materials  are  those  that  have  life ; they  are  in 
twi ) great  classes,  vegetal  %)  and  animal  ^).  Since 
we  are  now  considering  only  what  nature  furnishes  without 
the  help  of  men,  we  must  not  include  here  cultivated  plants 
an(.  domesticated  animals,  but  only  those  that  grow  wild. 
Th  sse  organic  materials  include  the  original  seeds  and 

“cuttings”  of  vegetables  and  trees  from  which  men  have 
de^  oloped  better  varieties  by  cultivation ; they  include  the 
will  animals  that  men  have  originally  captured  and  tamed 
for  use  and  for  breeding;  but  they  also  include  much  that  is 
tak  tn  directly  from  nature  ( § ^ ^i]),  both  animal  and 

vegetal,  for  present  use. 


II 


The  importance  of  various  natural  materials,  in  econo- 
mics, depends  chiefly  upon  their  suitability  to  gratify  men’s 
wants,  upon  the  quantities  of  them,  and  upon  the  question 
whether  or  not  they  can  readily  be  made  usable. 

NATURAL  FORCES 

Of  all  the  various  kinds  of  natural  forces,  of  which  we 
learn  in  the  studies  of  Physics  M Chemistry  (>ft 
and  Biology  there  are  probably  none  that  cannot 

be  used  in  some  way,  for  the  production  of  wealth. 

Physical  forces:  Perhaps  the  one  most  commonlv 
obser\  ed  is  Gj  avitat207i.  In  its  wider  scope  this  force  is  one 
of  the  forces  that  keep  the  planets  (including  the  earth)  in 
their  proper  orbits  and  so  give  us  the  regular  succession  of 
seasons  : it  also  causes  the  tides.  In  its  narrower  scope,  that 
is,  in  the  tendency  of  this  force  to  draw  weighty  bodies  to- 
ward the  center  of  the  earth,  gravitation  gives  us  the  force  of 
falling  bodies,  of  running  water,  of  the  winds,  and  buovant 
energy  of  many  sorts.  These  simple  forces  were  especially 
used  by  men  in  the  early  histor>-  of  the  world.  Later,  men 
learned  to  make  more  use  of  the  wonderful  force  of  Heat 
especially  as  shown  in  its  power  of  turning  a liquid  into  a 
gas  ; this  gives  us  the  tremendous  energy  of  steam.  In  recent 

years,  the  mighty  forces  of  Electricity  and  Magnetism  lia\-e 
been  much  used. 

Chemical  forchs  : The  tendencies  of  different  sub- 
stances to  unite  in  chemical  combinations  are  of  vast  impor- 
tance in  production.  Chemical  changes  in  substances,  are 
especially  helpful  in  many  branches  of  manufacture,  that  is, 
in  “transforming,”  and  in  agriculture.  One  of  the  physical 
agents,  in  addition  to  those  already  mentioned,  that  may  be 
employed  to  bring  about  chemical  changes  is  Light.  Some 
chemical  changes  result  in  suddenly  setting  free  certain  gases 
which  tend  to  expand  so  much  that  they  push  with  great 
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force  against  anything  that  is  in  their  way;  by  arranging 
thii  gs  suitably  beforehand,  this  force  may  be  utilized  for 
very  important  purposes. 

Vital  forces  : The  vital  principle,  in  vegetal  life^  is 
at  t le  basis  of  what  is  called  the  “productiveness  of  the  soil.” 
When  the  seed  has  been  planted  and  begins  to  grow",  the 
plant-life  assimilates  inorganic  materials,  that  is,  it  turns 
them  into  its  own  substance.  Thus  all  vegetal  materials  are 
pre]>ared  for  the  use  of  men.  Minute  organisms,  both  vegetal 
and  animal,  grow'ing  in  other  bodies  or  substances,  often  pro- 
duc  ? profound  changes  that  are  of  great  economic  importance. 
The  energy  of  animals  is  of  great  importance  in  production ; 
their  strength,  their  speed,  and  various  other  qualities,  have 
been  used  by  men  from  the  earliest  times,  in  a great  variety 
of  V avs.  (Even  more  important  is  the  use  of  animals  for  food, 
the  use  of  their  fur  for  clothing,  etc.)  The  reproductive 
poiL  ers  of  animals  and  of  plants  are  also  of  the  highest  im- 
porl  ance  in  propagating  the  species  and  in  making  improved 
varieties  possible. 

The  importance  of  the  natural  forces,  in  economics, 
con:ists  in  this:  that  they  not  only  take  the  place  of  meii's 
strc'igth^  but  even  accomplish  w’ork  that  human  power  could 
never  accomplish.  When  men  make  nature  do  the  hard 
wor  V,  they  may  use  more  of  their  own  energy  in  devising  still 
better  ways  to  use  nature.  Thus  new-  uses  of  natural  forces 
are  eontinually  being  found  and  even  new’  forces  are  being 
disc  Dvered.  Other  natural  forces  may  yet  be  discovered, 
more  pow’erful  than  any  that  are  now  known. 
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SECTION  II 

Labor  as  an  agent  of  production 

Labor  (A  .X),  in  economics,  means  human  exertion,  of 
any  kind,  for  production.  Without  some  exertion  of  man's 
energy,  all  that  nature  furnishes  w’ould  be  practically  useless. 
Even  where  fruits  grow’  w’ild,  men  must  go  to  them  and  take 
them  before  they  can  use  them  ; so,  too,  in  the  case  of  wild 
animals,  and  “free”  gold,  and  other  natural  materials.  If  a 
man  w’ants  to  use  the  force  of  a river-curreut  or  of  the  wind, 
for  transportation,  he  must  first  get  some  kind  of  boat  or  sail, 
and  this  requires  labor. 

If  we  try  to  classify  labor,  w’e  may  do  it  in  at  least  two 
W’ays  : according  to  the  kind  of  effort  (f^  X;^  accord- 

ing to  the  object  of  the  effort  (f^  X 

The  kind  of  effort:  All  labor  that  is  worth  anvthing- 
requires  some  exertion  of  the  mental  powers  ; but  in  certain 
branches  of  labor  the  exertion  is  almost  entirelv  mental  ; in 
others,  less  mental  effort  is  required,  and  the  exertion  is 
chiefly  muscular.  In  considering  various  kinds  of  labor, 
therefore,  it  may  be  convenient  to  classify  them  according  to 
whether  the  exertion  is  chiefly  mental  ^ ffu  Jj  fl)  or 

chiefly  muscular  f}  ^ • 

The  object  of  the  effort:  Some  labor  is  devoted  to 
finding  out  the  resources  of  nature  and  the  best  w’ays  of  using 
them  : this  may  be  called  invention  or  discovery 

Some  labor  is  devoted  merely  to  takuig  posscssio)i 
of  natural  materials  that  are  ready  at  hand  (il  M X Z • 
Some  labor  is  devoted  to  taking  out  natural  materials  from 
w’here  they  are  stowed  aw’ay  ; some  to  utilizing  the  productive 
powers  of  nature,  as  in  cultivating  the  soil  and  rearing 
animals  : these  efforts  may  be  called  extraction 
Large  classes  of  laborers  are  engaged  in  the  transformation 
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of  materials;  this  includes  all  the  varieties  of  manu- 
facture. Other  classes  of  laborers  are  engaged  in  trmisporta- 
ticn  ill  the  carrying  of  people  and  things  from  one 
place  to  another.  Some  are  engaged  in  the  transference  of 
oi,  unship  ^ ^ , that  is,  they  collect  things  in'  suitable 
qu  unities  and  sell  them  to  persons  who  want  them.  Besides 
those  who  are  directly  engaged  in  labor,  of  each  of  these 
cla-cses,  tliere  are  many  others  who  help  indirectly  to 

accomplish  the  same  objects  : such  as  those  who  direct  the 
laljorers,  those  who  keep  accounts,  those  who  carry  messages, 

also  the  watchmen  and  common  servants  who  are  connecteci 
with  places  where  work  is  done. 

In  addition  to  all  these  classes  of  labor,  there  are  others 
wlmse  object  is  to  produce  better  men:  these  may  include  all 
])ersons  engaged  in  the  work  of  imparting  instruction  i fl]  jilij 
wh  nher  the  work  be  the  training  of  body,  mind  or  soul. 
vSiime  the  purpose  of  imparting  instruction  is  to  make  men 
mo  e efficient,  this  may  be  regarded  as  productive  labor.  It 
IS  ev-en  more  urgently  important  to  develop  the  resources  of 
man  A.  zj*)  than  of  nature,  because  when  a man’s  powers  are 
wel  trained,  he  can  use  nature  all  the  more  effectively 

The  importance  of  labor  as  an  agent  of  production 
dep  aids  partly  upon  the  supply  of  it— that  is,  the  number  of 
])eo;)le  [KWg  and  partly  upon  its  efPcicncy  that 

is,  t ie  ability  of  people  to  do  things.  The  hitelligence  and 
skil  of  a few  men  may  count  for  much  more,  in  the  produc- 
tion of  wealth,  than  the  physical  strength  of  many  men. 

lhat  labor  is  most  productive  which  is  most  efficient  in 
taki  ig  what  nature  gives  or  what  men  have  produced  and 

chai  ging  the  form  or  place  or  method  of  it  so  as  to  make  it 
nios'  available  for  the  serxdce  of  men. 


The  number  of  people  on  the  earth  tends  to  increase, 
fron;  generation  to  generation ; but  the  crust  of  the  earth' 
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from  which  men  get  most  of  their  subsistence,  does  not  increase 
in  extent.  It  may  therefore  be  important  to  consider  such 
questions  as  these:  Can  the  supply  of  animal  and  vegetal 
products,  that  men  use,  be  increased  sufficiently  to  meet  their 
increasing  needs  ? And  will  men  probably  be  able,  with  new 
inventions,  to  supply  a considerable  part  of  their  wants 
by  changing  the  forms  and  combinations  of  inorganic 
materials,  so  that  they  need  not  depend,  for  sustenance,  so 
much  upon  animal  and  vegetal  life  ? 
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SECTION  III 

Capital  as  an  agent  of  production 

yVe  have  considered  Nature  and  Labor  as  sources  from 
vine  1 wealth  is  produced  i®)-  We  are  now  to  con- 
sider some  MEANS  by  which  nature  and  labor 

may  be  made  more  productive.  Of  these  tin;  most  important 
is  Ca  utal  ( If  we  observe  carefully  any  of  the 

])roctsses  of  production,  we  shall  see  that  there  are  other  causes 
that  help,  besides  nature  and  labor.  In  almost  everv  kind  of 
indmtry,  men  use  implements  ( Jl.):  we  may  take  this 
word  in  rather  a broad  sense,  to  include  all  forms  of  rvealth 
which  are  used  as  means  for  accomplishing  work. 

hy  means  of  t(X')h,  men  can  use  their  own  powers  more 
prodi  ctively.  By  means  of  engines^  the  forces  of  nature  can 
be  used  more  productively.  I5y  means  of  mae/iincs,  either  the 
powe 's  of  man  or  the  forces  of  nature  can  be  applied  so  svste- 
matically  as  to  produce  great  results  in  accordance  with  a 
certaui  plan.  Buildings  in  which  work  is  carried  on, 
7/r5  ” of  various  kinds  connected  with  them,  and  ‘^per- 
manent improvements'"  on  land,  may  also  be  included  among 
the  n eans  of  production.  These  forms  of  capital,  rvlien  they 
have  once  been  provided,  may  be  used  over  and  over  again 
for  a :onsiderable  time  without  being  entirely  used  up. 

('apital  also  includes  those  means  of  production  that  are 
used  ip  at  once.  Fuel  used  to  drive  an  engine ; seed  that  is 
plant' ‘d  or  sown  in  the  ground  ; raw  materials  used  in  manu- 
factines;  the  goods  that  a merchant  sells  for  profit;  the 
mone  • that  an  employer  pays  out  as  wages ; — these  kinds  of 
capiti  1,  so  far  as  concerns  their  actual  forms  and  their  present 
owneis,  are  used  onee  for  all. 

It  may,  therefore,  be  convenient,  for  some  purposes,  to 
classily  capital  as  fixed  capital  i>J:  WS  ' ^i^d  CIRCU- 
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EATING  CAPITAL  (fig  3g;^hirnT).  We  shall  see,  however, 
’ I ^ that  there  are  also  other  ways  in  which  it  niav  be  classified. 

, These  various  kinds  of  capital  are  not  merelv  products 

of  nature : they  are  products  of  nature  that  have  been  made 
useful  by  labor  and  have  been  kept  for  future  use.  Moreover 
these  various  kinds  of  capital  are  not  merelv  wealth,  but 
i wealth  that  is  intended  to  help  in  producing  additional 

wealth.  The  wealth  that  we  call  capital  is  used  to  gratifv 
wants  not  directly  and  immediately,  but  indirectly  and  in  the 
future.  Capital  is  thus  the  joint  result  of  nature,  labor  and 

abstinence,  (j'ti  ^ applied  to  the  production  of  more 
wealth. 

The  kinds  of  capital  mentioned  above  may  all  be  called 
MATERIAL  CAPITAL  ( there  are  other  kinds 
i of  capital,  that  cannot  be  seen  or  handled,  which  mav  be  called 

IMMATERIAL  CAPITAL  iM  ^ M Immaterial  capital 

i includes  the  useful  abilities  of  a man,  and  the  skill,  know- 

ledge, etc.,  that  he  has  got  by  effort  or  by  spending  time  or 
money.  Th^good  reputation  of  a business  house,  obtained  bv 
. a long  record  of  well-doing,  and  which  attracts  customers  and 

I secures  confidence,  may  also  be  called  immaterial  capital. 

Flsually  we  think  of  capital  as  belonging  to  private 
; persons  (or  companies  of  private  persons);  in  such  a case  the 

gain  resulting  from  its  use,  is  expected  to  go  to  the  particular 
persons  who  invested  their  wealth.  Such  investments  may 
, be  called  private  capital  (<0  A fib  Ml  )•  But  much 

fi  wealth  is  sometimes  invested  hy  the  community,  with  the 

I expectation  of  a general  benefit  which  may  not  be  enjor’ed  by 

I particular  persons  in  proportion  to  what  they  gave.  Such 

investments  may  be  called  .social  capital  ( ■S' hi-'  M,D- 
Money  is  important  as  capital,  only  as  it  represents 
“money’s  worth”.  Money,  invested  in  an  industry,  is  pro- 
ductive only  as  it  is  spent  for  productive  things. 

The  importance  of  capital  lies  in  its  reproductive  power. 

' 111  a progressive  countr>-,  more  and  more  capital  is  ahwn's 

r 
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beir  g accumulated  in  permanent  forms.  Thus,  every  gener- 
atio  1 has  more  productive  wealth  than  the  last.  Moreover, 
new  inventions  are  continually  making  capital  more  produc- 
tive than  before.  Thus,  even  though  land  and  natural 
mat  trials  be  limited  in  supply,  the  production  of  wealth  may 
still  for  a long  time,  increase  more  rapidly  than  the  needs  of 
the  mcreasing  population  of  the  earth. 


I 
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SECTION  IV 


• i 

' Organization  of  industry,  as  an 

agent  of  production 

. If  we  observe  the  w^orking  of  a large  factory,  we  shall 

I see  that  there  is  a regular  ??iethod,  or  plan,  about  it.  A num- 

ber of  men,  by  working  together,  can  often  accomplish  much 

I more  than  if  they  w’ere  working  separately  and  independently. 

, W hat  is  done  is  not  simply  labor,  but  labor  in  pursuance  of 

I I cxtensi\  e It  is  not  simply  the  use  of  capital  5 it  is 

; , ! managing  so  as  to  use  capital  as  effectively  as  possible.  Such 

I ; planning  and  managing  mav  be  called  the  organization  of 

!j|  iiidustry  fi- ^ lit 

[ I Since  Capital  and  Organization  (hj:  ^ |ii  are  used 

‘ ' to  produce  w^ealth  and  are  themselves  products  of  labor,  we 

may  called  them  secondary  agents  of  production 
S'j  yi)-  Capital  is  wealth  used  to  produce  wealth. 

Organization  is  labor  used  to  increase  the  productiveness  of 
other  labor,  as  well  as  of  capital. 

Organization  of  industry  includes: — i.  Combina- 
tion OF  LABOR  (1^  yj  This  means  the  bringing  of 

the  efforts  of  a number  of  men  into  simultaneous  action  at  a 
particular  point  and  for  a particular  object.  There  are  tasks 
that  could  never  be  performed  by  one  person  alone,  no 
matter  how  long  a time  he  took,  because  they  require  the 
exertion,  at  a certain  time  and  place,  of  more  powers  than  one 
man  possesses.  There  are  other  tasks  that  one  man  might 
perform  alone,  but  w'hich  could  cost  much  more  time  and 
labor ^ than  if  several  men  wmked  at  them  at  once.  The 
principle  of  combination  of  labor  w*as  formerly  more  impor- 
tant than  at  the  present  time,  in  the  case  of  tasks  requirincr 
much  physical  strength ; because  engines  and  machines  have 
now  been  invented  to  do,  by  the  use  of  nature’s  forces,  much 
that  was  formerly  done  by  huiiiaii  effort. 
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2 . Division  of  Labor  jJj) : This  is  one  of  the  most 
impoitaiit  principles  in  all  political  economv.  It  is  the 
dividing  np  of  the  work  to  be  done,  letting  some  people  do 
one  p irt,  others  another  part,  and  so  on, — but  it  is  so  arranged 
that  ihe  work  of  these  various  people  or  groups  of  people 
shall,  together,  accomplish  a particular  result.  We  may  note 
three  important  sorts  of  division  of  labor. 

( ;)  Division  of  labor  according  to  places  llll  $lj  'fl) : 
Some  regions  are  especially  adapted  to  the  production  of 
certai  i things,  others  to  the  production  of  other  things : — if 
each  legion  gives  especial  attention  to  producing  the  things  for 
whief  it  is  best  adapted,  the  total  product  will  be  greater 
than  if  each  region  had  to  produce  every  kind  of  commodity, 
itself:  then,  by  a system  of  exchanging  (iill  XS  ni)i 
advaniages  may  be  .shared  by  all.  This  species  of  division 
of  lab  )r  is  chiefly  due  to  arrangements  made  by  nature, — 
such  £ s climate,  physical  geography,  the  quality  of  the  soil, 
etc. 

(:  ) Division  of  labor  according  to  groups  of  people 
fib  M ■ Some  groups  of  people  have  special  abilities  in 
certain  branches  of  indnstrv, — chieflv  as  a matter  of  hereditv 
or  eaily  association.  This  arrangement  is  therefore  partly 
natun  1 and  partly  intentional,  and  it  may  be  made  advanta- 
geous to  people  generally,  as  in  the  preceding  case  (i). 

Division  of  labor  among  individuals  ^ ffl) : 
This  i?  largely  intentional  ; and  in  the  great  modern  schemes 
of  pro  luction,  it  is  a matter  of  the  most  careful  planning  and 
manat  ing.  It  means  that  in  the  production  of  a thing — 
especially  a thing  that  requires  a considerable  variety  of  work 
to  fini  ill  it — the  work  is  all  di\  ided  up  among  several  men  so 
that  each  man  shall  have  one  special  thing  to  do.  In  making 
a cerU  in  article,  one  man  may  begin  the  work,  then  hand  it 
over  to  the  next  man  to  continue,  and  so  on,  until  it  is  finish- 
ed. Ill  this  case,  the  different  men  work  in  succession. 
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(Contrast  this  with  “Combination  of  labor.”)  Again,  differ- 
ent parts  of  a complex  article  may  be  made  by  different  men 
or  different  sets  of  men  and  finally  be  put  together,  complete  ; 
the  different  parts  of  the  work  in  this  case,  may,  or  inav  not, 
be  done  at  precisely  the  same  time.  In  all  these  cases,  some- 
body has  planned  the  work,  and  directs  it  so  that  the  labor  of 
se\  eral  men  can  be  united  to  form  a certain  product. 

These  three  sorts  of  division  of  labor  niav  often  be 
more  or  less  mingled;  and  the  principle  of  “ division  of  labor 
among  individuals  ” may  often  be  applied  in  ^ less  formal 
way.  Every  artisan  who  works  at  his  particular  trade,  and 
every  business  man  who  deals  in  his  own  particular  kinds  of 
goods,  is  applying  the  principle  of  division  of  labor.  The 
same  is  true  when  a man  plans  his  hours  of  work  so  that  he 
can  keep  at  one  kind  of  work  steadily  for  a considerable  time 
before  he  begins  to  do  something  else. 

The  ; easons  why  division  of  labor  increases  the  pro- 
duction of  wealth,  are  summed  up  by  Adam  Smith  under 
three  heads:  (i)  “The  increase  of  dexteritv  in  everv  particular 
workman  ; ” ^ (2  ) “ The  saving  of  the  time 'which  is  commonly 
lost  in  passing  from  one  species  of  work  to  another ; ” (3) 
“The  invention  of  a great  number  of  machines,  which 

facilitate  and  abridge  labor,  and  enable  one  man  to  do  the 
work  of  111  an  V.” 

At  the  beginning  of  Adam  Smith’s  book,  “ The  Wealth 
of  NatioiW  this  subject  is  clearly  explained. 

3.  Production  on  a larcxE  scale  ^i]  g).  This 
is  closely  connected  with  the  principle  of  division  of  labor 
among  many  individuals  under  a single  management.  If  a 
number  of  men  are  employed  on  different  parts  of  a piece  of 
work.  It  must  be  arranged  so  that  there  will  be  work  enough 
to  keep  them  all  busy;  for  if  many  men  are  idle  for  even  a 
short  time,  there  will  be  a considerable  loss  in  wages.  Con- 
versely, the  greater  the  vohnne  of  work,  the  more  completely 
can  the  principle  of  division  of  labor  be  applied. 
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\lso,  in  any  good-sized  business,  there  are  many  items 
of  expe7ise  which  would  need  to  be  increased  only  a little  if 
the  \ olume  of  business  were  increased  a good  deal : especially 
the  expense  of  high-grade  business  management,  or  “wages 
of  su  Derintendence and,  to  some  extent,  the  expense  of  the 
“pla  it”  (H  ^ ^ S^).  If  a factory  does  business  enough 

to  keep  it  running  both  night  and  day,  then  the  capital  that 
has  leeu  invested  in  the  “plant,”  is  utilized  nearly  twice  as 
pj’odvctively  as  if  the  factory  were  running  only  in  the  day- 
time moreover,  in  this  case,  such  of  the  “circulating  capital’^ 
as  is  invested  in  raw  materials,  can  be  '‘durjied  ovef'^  more 
speec  ily,  and  thus  also  interest  can  be  saved. 


dany  great  industrial  establishments  find  that  it  is 
ecoiK  'inical  to  ovl  subsidiary  hidustries  (H  in 

connection  with  the  principal  industry,  so  that  everything 
needt  d to  make  the  product  ready  for  market  may  be  provided 
in  th  i one  establishment.  This  is,  in  one  respect,  contrary  to 
the  p rinciple  of  division  of  labor ; because  different  kinds  of 
industries  are  carried  ou  under  one  management ; — but  if  the 
prodi  ction  is  on  a large  scale,  so  that  the  subsidiary  industry 
can  1 le  properly  organized,  the  one  establishment  may  gain 
the  p 'odt  of  both  industries;  and  it  will  also  have  the  advan- 
tage of  getting  the  incidental  things  done  in  fist  the  way 
they  ire  wanted. 

'Vhen  production  is  on  a large  scale,  the  raw  materials 
and  ether  articles  used  in  production  can  be  bought  hi  large 
quan>  ities  and  therefore  at  lower  cost.  In  selling  the  product, 
the  expenses  of  advertising,  packing,  shipping,  collecting 
debts  etc.,  are  likely  to  be  proportionably  less.^  when  the 
business  is  large. 

/ . Business  management  This  refers 

to  tht  actual  work  of  planning  and  managing  so  as  to  use 
labor  and  capital  most  productively — as  in  the  ways  we  have 
just  iescribed.  It  applies  to  every  manner  of  producing : 


— 23  — 


whether  extracting,  transforming,  transporting,  or  transfering : 
and  it  includes  the  planning  and  super  vision  of  all  sorts  of 
arrangements  to  make  the  cost  of  production  less  and  the 
value  of  the  product  greater. 

Business  management  comprises  such  special  functions 
as  the  following:  providing  the  necessary  money  capital 
(K  4:);  preparing  the  “plant”  (that  is,  the  material  equipment 
for  the  industry);  engaging  the  necessary  laborers ; buying  raw 
materials  or  other  things  essential  to  the  business  ; 

superintending  the  laborers  at  their  work;  keeping  the 
plant  in  good  condition;  selling  the  product  (here  adver- 
tising IS  included);  keeping  accurate  accounts  of  all  expenses 
and  income  , and  knowing  all  about  demand,  supplv,  prices, 
risks,  and  other  matters  that  affect  the  business. 

In  a small  industry,  all  these  things  may  be  done  by  the 
proprietor  himself,  who  may,  himself,  be  a laborer  too.  In 
gi  eat  businesses.^  especially  when  they  are  owned  by  many 
people  in  the  form  of  joint-stock  companies  (^  ^ ^ ^),  the 
\york  of  business  management  is  very  much  “specialized” 
and  requires  peculiar  ability  (^4**)-  For  this  reason, 
although  it  is,  of  course,  a form  of  labor,  we  have  considered 

it  separately.  Upon  the  efficiency  of  this  labor  the  results  of 
all  the  other  labor  depend. 
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SECTION  V 

Society  as  a helper  of  production 

The  production  of  wealth  is  greatly  helped  by  the  fact 
that  ;here  are  many  people  in  the  world  and  that  they  are 
more  or  less  closely  associated.  IVIost  of  the  people  on  the 
earth  are  grouped  in  nations ; and  they  ordinarily  live  in 
smal  er  groups,  such  as  cities,  towns,  villages,  etc.  When 
peop  e are  associated  rather  closely  and  permanently,  and  have 
MUTT  AL  INTERCOURSE  {Jl  ^=0  ^),  they  may  be  said  said  to 

form  a SOCIETY  ffc  -^). 

The  fact  that  many  men  have  lived  upon  the  earth  in 
previous  generations^  and  that  they  thought  and  worked  and 
accimiulated  capital,  is  also  an  important  help  to  present 
prodi  ction. 

] f there  were  only  one  family  in  a place  and  they  had  no 
dealings  with  others,  there  could  not  be  much  division  of 
labor  ; production  conld  not  be  on  a large  scale  ; in  short,  they 
woiik.  lack  nearly  all  the  advantages  of  “organization.” 
Moreover,  production  on  a large  scale  is  useless  unless  there 
are  ni  my  people  to  use  the  goods  produced. 

Mdiere  there  are  many  people  living  near  together,  who 
are  liliely  to  buy  things,  merchants  are  apt  to  establish  stores 
there,  in  which  everybody  can  hiy  conveniently : the  buyer 
can  thus  get  what  he  wants  at  much  less  expense  than  if  he 
had  t(>  send  a long  distance  for  it ; and  the  merchant  can  afford 
to  sel'  at  a moderate  rate  of  profit  because  many  people  are 
there  to  buy  ; he  can  therefore  sell  a great  deal  of  goods 
witho  it  spending  too  much  time  and  trouble. 

\/hen  many  men  have  dealings  with  one  another,  in 
industrial  matters,  the  large  amounts  of  capital  needed  for 
GREA''  ENTERPRISES  can  generally  be  got  much  more  readily 
than  i ' men  lived  apart. 
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When  men  meet  other  men  from  various  places,  thev 
get  NEW  IDEAS ; they  learn  to  enjo\’  new  things  ; they  learn 
to  make  things  better ; and  they  are  likely  to  be  led  to  think 
of  new  and  better  ways  to  use  natural  materials  and  forces. 

W hen  the  people  of  two  places  begin  to  have  much  inter- 
course with  one  another,  so  that  there  are  large  numbers  of 
people  or  large  quantities  of  goods  to  be  carried  back  and 
forth,  BETTER  MEANS  OF  TRANSPORTATION  will  probably 
soon  be  provided.  The  carriers  will  find  it  profitable  to  use 
improved  methods  because  they  can  thereb\-  do  business  more 
quickly  and  more  satisfactorily  and  also  on  a larger  stale. 
The  public  will  have  all  these  advantages  and  probably  at 
a lower  price  than  before  ; because  the  carriers  will  try  to 

attract  many  customers  and  will  therefore  usually  charge  a 
reasonable  rate. 

Thus,  in  various  ways,  the  “ sociae  demand  ” leads  to 
economies  and  conveniences ; and  the  user  shares  the  ad^•an- 
tage  with  the  producer.  Thus  “society”  helps  all  branches 

of  production,  and  helps  to  increase  the  usefulness  of  all  the 
agents  of  production. 
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SECTION  VI 

Government  as  a helper  of  production 

Another  help  to  production  is  good  government  ^ 
filJ  M “w)-  greatest  service  that  the  government 

can  render  to  industry  and  enterprise  is  to  repress  disorder 
and  protect  tJie  people"' s rights.  These  rights  include  the  right 
of  e\-ery  man  to  do  as  he  pleases  with  what  is  his  own,  so 
long-  as  he  does  not  thereby  cause  disad\'antage  to  people 
gen  srally  (^'j  lL  M # til  ^ A)-  “The  assurance  that  such 
rights  will  be  protected  by  the  government  is  a great  encour- 
age nent  to  production  of  all  kinds.  Since  society  and 
government  may  help  indirectly  to  produce  wealth,  we  may 
call  them  auxiliary  agents  of  production  it  H 
id). 

The  government  can  help  to  make  the  people  efficient 
physically,  intellectually  and  morally  : especially  by  enforcing 
pro])er  laws  for  the  protection  of  healthy  by  seeing  that  chil- 
dren receive  a suitable  education.^  and  by  restraining  immoral 
prac  tices. 

Besides  providing  officers,  of  every  grade,  to  carry  out 
the  laws  within  the  country,  most  governments  provide  also 
an  c rmy  and  a navy  to  defend  the  country  from  foreign  attack. 

By  regulating  the  coinage  of  money  and  establishing 
certiin  systems  of  weights  and  measures,  the  government 
maf  es  it  easier  for  men  to  carry  on  trade.  By  making  defi- 
nite rules  in  regard  to  such  matters  as  the  payment  of  debts 
and  the  fulfilment  of  contracts  of  various  kinds,  the  govern- 
mer  t gives  confidence  and  makes  business  men  more  willing 
to  ti  list  one  another.  This  is  a great  help  to  commerce. 

Governments  usually  establish  systems  of  ^patents'"  and 
^^co/yrig/its''  and  provide  for  the  protection  of  “ trademarks.'"^ 
Thii  means  that  men  who  make  inventions  or  write  books  or 
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produce  famous  commodities,  shall  be  protected,  for  a certain 
period  of  time,  from  other  persons  who  would  like  to  steal 
away  their  profits.  When  a man  finds  a better  wav  to  pro- 
duce wealth,  he  does  not  get  all  the  advantage  himself. 
Sooner  or  later,  other  people  will  share  the  benefit.  But 
men,  in  their  business,  usually  seek  advantage  for  themselves  ; 
and  they  will  try  harder  to  find  out  better  wavs  of  producing 
wealth  if  the  government  will  protect  them  in  the  enjo^•lllent 
of  it.  This  freedom  to  do  one's  best  for  one’s  self  under  the 
protection  of  the  government,  is  a great  help  to  production. 

The  government  may  encourage  the  development  of 
the  country’s  resources.  Extractive  industries  are  helped  by 
imposing  “ tariffs  ” upon  foreign  products  or  paying  bounties 
upon  native  products.  IManufactures  may  also  be  encouraged 
in  a similar  way.  The  transporting  industries  ma^-  likewise 
be  encouraged  , especially  b>-  making  laws  which  five  certain 
advantages  to  native  shipping  over  foreign  shipping.  Such 
laws,  however,  may  also  production  by  interfering  with 

“ economic  freedom.”  They  may  also  hinder  the  most  pro- 
ductive “division  of  labor  according  to  places.” 

The  building  of  railroads,  and  other  great  works,  mav  be 
encouraged  by  the  grant  of  public  ffranc/iisesf  that  is,"  the 
right  to  use  public  land  ; and  also  bv  laws  which  compel 
private  land-owners  to  sell,  at  a fair  price,  any  land  that  mav 
be  needed  for  such  purposes. 

:\Iany  governments  have  “ scientific  bureaus  ” in  which 
the  BEST  METHODS  of  agriculture  and  other  productive  indus- 
tries are  found  out  and  published  for  the  benefit  of  producers. 
Reports  from  consuls  and  other  officials  in  foreign  countries 

are  also  published,  describing  new  methods,  opportunities  for 
trade,  etc. 

Besides  all  these  helps  to  industry,  the  government  often 

carries  on  great  public  works  itself,  for  the  benefit  of  the 
people. 
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The  Value  of  the  Product 
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SECTION  I 

Wants,  Utility  and  Demand 

The  word  “ want,”  in  economics,  means  a need  or  a 
desire  for  something.  Wants  are  in  the  mind  of  a man  and 
depend  much  upon  his  feelings.  A man’s  desire  for  a 
certain  thing  may  be  stronger  at  one  time  than  at  another 
time.  At  one  time  his  most  urgent  want  may  be  for  this 
thing  and  at  another  time  for  that  thing.  At  any  particular 
time  there  is  something  that  would  probably  give  him  more 
gratification  than  anything  else  he  could  get  at  the  same 
price.  The  amount  of  gratification  that  a man  can  get  from 
something  may  be  called  the  utility  of  the  thing  to  him. 

“ The  utility  of  a thing  ” has  reference  to  the  amount 
of  gratification  it  can  give  to  A particular  person. 
Different  men  have  different  ideas  and  tastes  ; some  have 
stronger  desires  for  one  thing,  others  for  another  thing.  We 
therefore  cannot  talk  about  the  ntilitv  of  a certain  thing  to 
“ people  generally  ” ; but  we  can  consider  people  as  arranged 
in  various  classes  according  to  whether  a certain  thing  has 
great  or  small  utility  to  them. 

Most  men  cannot  get  everything  they  want,  because 
they  cannot  afford  it.  If  a man  has  a certain  amount  of 
money  to  spend,  he  will  usually  think  of  several  different 
ways  in  which  he  might  spend  it.  If  he  wants  several 
different  things  but  can  only  afford  to  buy  one,  which  one 
will  it  be?  Naturally  it  will  be  the  one  which  he  wants 
most  strongly, — the  one  which  will  give  him  the  greatest 
AMOUNT  OF  GRATIFICATION, — the  one  which  has  the  great- 
est utility  for  him. 

Gratification  here  means  not  merely  the  enjoyinent  of 
pleasure  or  happiness.  It  means  that  a want  is  satisfied,  or 
partly  satisfied,  and  it  may  be  any  sort  of  want.  A man 


bMipfit-  fr^  fi  ’ ^ pleasure  or 

b.nefit  to  others,  as  when  a man  provides  for  his  family 

“ rsef’nl  “’..  r « ‘hing  means  not  merely 

“ hino-  "Ter  m Sratify  wants.  (The  word 

-b.ng  here  signifies  “ whatever  may  be  wanted,”) 

A lien  a man  wants  a thing  and  buys  some  of  it,  this 

le.,st  :Trt  of"l  " f '’''r  ^••'ti^fies  at 

t],  . „ , , If,  now,  he  bills  some  more  of  it 

abll  no?  ■"  considerable  gratification,  but  prob- 

. I>  not  so  inncli  as  the  first  amount  gave  him,  because  his 

^^.  nt,  being  already  partly  satisfied,  was  not  so  strong  as  at 

■ • . presently,  he  buys  another  additional  quantity  of 

be'  s^l'/T  .^ratification  it  gives  him  will  probably 

<-e  n-  rveakerTr  les; 

rent,  IS  his  want  for  an  additional  quantity  tf 

nannts  that  he  got,  of  the  thing,  were  all  equal',  w;  n ay 
c^^l  them  of  the  thing.  Each  successive  unit  of  a 

to  'he"b?  “‘Pity 

. bluer  than  the  preceding  unit.  That  is,  the  thino 

lias  a DIMINISHING  UTILITY  to  him,  ^ 

Some  things  are  absolutely  necessary  for  men  to  have  : 

' ??  " principal  part  of  people’s  food 

everybody  must  get  enough  of  it  to  keep  him  ali^e.  Some 

nr  gs  are  not  absolutely  necessary:  instead  of  usin<r  oil  for 

S or°Te?'’'''‘ 

use  b n d f"  ^ raan  ordinarily 

tin?e  h?  r T “rtain  period  of 

time,  he  ordinarily  bnys  a certain  amount  of  it.  Why  does 

it  d ?'  '*■  usually  buys  three  units  of 

■ , hy  does  he  not  buy  a fourth  unit  of  it  ? When  he  had 

i n?  nt  ?‘\t 

t of  It . We  may  imagine  that  he  says  to  himself : •'  This 
hird  unit  IS  WORTH  THE  PEicE,-biit  that  fourth  unit  is 
r OT  WORTH  THE  PRiCE-to  me  ; I can  spend  the  money  for 
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something  else  that  will  give  me  more  gratification  than  that 
fourth  unit.”  The  utility,  to  him,  of  another  unit  of  the 
thing,  is  not  so  great  as  the  utility  of  something  else  that 
could  be  bought  with  the  same  money. 


Since  money  can  be  used  to  bin-  anything  that  can  be 
bought,  we  may  consider  money  as  representing  things.  To 
any  particular  person,  therefore,  a certain  amount  of  money 
will  represent  a certain  amount  of  utility,  and  the  utility  of 
the  money  to  him  means  the  utility  of  the  things  which  that 
amount  of  money  would  buy.  This  man,  who  bu\s  only 
three  units  of  this  thing,  does  not  buy  the  fourth  unit  of  it 
because  tlie  utility  is  not  so  great  as  the  price  which  has  to 
be  paid  for  it.  The  utility  of  the  first  units  that  he  bouglit 
may  have  been  much  greater  than  the  price.  His  bluing 
stops  when  the  utility  becomes  less  than  the  price.  The 
last  unit  that  he  buys  may  be  called  his  marginal  purchase, 
because  it  is  nearest  his  border-line  between  buying  and 
NOT  BUYING.  The  total  amount  that  he  will  biu'  at  that 
price  may  be  called  his  total  purchase. 

If,  when  this  man  comes  to  buy,  as  usual,  he  finds  the 
price  lower  than  before,  what  happens  ? He  usually  bought 
three  units  only.  But  if  the  price  has  fallen  until  the  price 
does  not  exceed  the  utility  of  the  fourth  unit,  he  will  buy 


four  units  of  the  thing,  this  time. 

If,  on  the  other  hand,  he  finds  the  price  higher  than 
usual,  he  may  decide  not  to  buy  as  many  units  of  the  thing 

as  usual,  because  now  the  price  exceeds  the  utility  of  the 
third  unit  to  him. 

Thus  a person’s  marginal  purchase  changes  when  the 
price  changes  ; and  it  is  easy  to  see  what  will  be  the  effect 
upon  his  “ total  purchase:^ 

We  might  arrange  all  the  people  of  a certain  place  in 
groups  according  to  the  amounts  of  their  “ total  purchase 
of  a certain  thing,  in  a certain  period  of  time,  at  a particular 
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pricf.  If,  now,  we  multiply  the  number  of  units  purchased 

by  cue  person  in  each  group  by  the  number  of  persons  in 

that  group,  we  shall  know  the  “total  purchase”  of  each 

groii  X Then,  by  adding  these  totals,  we  may  find  out  the 

WHO  ,E  AMOUNT  BOUGHT.  Divide  the  whole  amount  bought 

by  tlie  whole  number  of  people,  and  we  have  the  average 

tota  purchase  of  one  person.  The  whole  amonnt  bouo-ht 

^^onli  then  be  the  same  as  if  every  person  bought  jnst 

t iis  average  amonnt.  Perhaps  there  is  a person  who  does 

buy  ;nst  this  average  amonnt then  he  may  be  regarded  as 
“the  average  man.” 

The  whole  amount  of  a thing  that  will  be  bought  by  the 
peoph  of  a certain  place,  in  a certain  time,  at  a particular 
price,  may  be  called  the  demand  of  the  community  It 
may  oe  regarded  as  the  result  of  multiplying  the  total  pur- 
chase of  the  average  man  ” by  the  number  of  people. 
Wher  price  rises,  t\iQ  average  man’s  total  purchase  tends 
to  bee  ome  less ; that  is,  the  demand  of  the  community  tends 
to  be:ome  less.  When  the  price  falls,  the  average  man’s 
total  ])urchase  tends  to  become  greater  ; that  is,  the  demand* 
of  the  community  tends  to  become  greater. 
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SECTION  II 

Efforts,  Cost  and  Supply 

I We  have  been  considering  the  utility  of  the  thing  to  the 

buyer  (or  user)  of  it.  We  must  now  consider  its  utility  to 
the  SELLER  (or  PRODUCER)  of  it. 

Anything  that  is  bought  and  sold  may  be  called  a 
commodity.  A commodity’s  utility  to  the  SELLER  i^or 
producer)  consists  in  its  capacity  to  bring  him  money  (or 
value)  in  exchange.  When  he  considers  that  the  price  offered 
is  less  than  the  amount  which  this  commodity  ought  to 
bring,  he  is  not  very  willing  to  sell, — that  is,  he  will  not  sell 
(or  produce)  so  much  as  he  otherwise  would.  When  he 
considers  that  'he  price  offered  is  greater  than  what  he  might 
reasonably  expect,  he  is  inclined  to  produce  (and  sell)  more. 
In  short,  he  compares  the  utility  of  the  commodity  with  the 
utility  of  the  price-money,  just  as  the  buyer  does,  but  with 
the  opposite  intention. 

We  must  now  consider  some  causes  that  make  a seller 
willing  to  sell  at  a certain  price  and  unwilling  to  sell  at  a 
lower  price.  Commodities  are  usually  produced  by  the  “ co- 
operation ” of  several  different  agents  of  production.  If,  in 
producing  a certain  commodity,  a man  has  used  a certain 
amount  of  natural  materials,  a certain  amount  of  labor  and 
a certain  amount  of  capital, — he  will  add  up  the  cost  of  these 
various  agents  of  production.  The  sum  may  be  called  the 
COST  OF  PRODUCTION  ; and  the  price  that  he  would  be  will- 
ing to  accept  must  be  at  least  as  great  as  this  “ cost  of 
production.” 

We  may  express  the  meaning  of  “ cost  of  production  ” 
in  another  way.  Nearly  everything  that  is  used  in  produc- 
tion has  been  made  usable  by  labor.  That  is,  everything 
that  is  produced  is,  either  directly  or  indirectly,  largely  the 
result  of  labor.  Labor  requires  effort ; and  in  productive 
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effort,  there  is  usually  some  discomfort.  Men  may  eniov 
pay;  but  steady  work  is  irksome.  It  makes  them  tired, 
n summer  it  makes  them  unpleasantly  warm.  If  they  have 
to  > rork  in  the  rain,  they  get  wet.  These  feelings  are  not 
generally  agreeable.  If  men  could  do  just  as  they  pleased, 
and  make  a living  without  effort,  most  men  would  work 
much  less  than  they  do.  Since  there  is  discomfort  in 
procuctue  e ort,  we  may  say  that  work  has  dis-UTility  to 
le  vorker  ; and  the  return  that  he  expects  to  get  from  the 
product  must  be  sufficient  to  overcome  this  disutility. 

The  cost  of  producing  a certain  amount  of  a certain 
comnodity  is  not  always  or  everywhere  the  same;  this  is 
^ eca  ise  t e cost  of  any  particular  agent  of  production,  which 
IS  us  id,  IS  not  always  the  same.  The  cost  of  producing  farm 
prod  lets  on  fertile  land  is  less  than  on  poor  land.  The  cost 
m mu  acturing  with  good  machinery  is  generally  less  than 
wi  poor  machinery.  In  both  these  cases  the  chief  direct 
cause  of  the  difference  in  cost  is  the  difference  in  the  amount 
^ Allred  to  produce  a certain  amount  of  the  conimo- 

1 > . he  producer  to  whom  the  cost  is  more,  is  producing 
at  a GREATER  disadvantage.  ^ 

At  any  particular  price  that  may  be  offered  for  a corn- 
modi,  y,  those  producers  who  can  produce  it  at  the  lowest  cost 
ye  more  willing  to  sell  than  those  whose  “cost  of  prodiic- 
lon  • IS  greater.  The  greater  the  excess  of  the  price  over 
any  particular  producer’s  costs,  the  greater  is  the  inducement 
to  Iii„  to  sell.  Therefore,  the  higher  the  price,  the  greater 
\MlI  fce  the  AMOUNT  OFFERED  for  sale. 

The  amount  of  a commodity  which  is  offered  for  sale  at 

any  j articular  price,  may  be  called  the  supply  of  that 
comm  3dity. 
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SECTION  III 

The  Market  Price 

Wherever  buyers  and  sellers  meet  is  a market.  In  a 
market  there  are  usually  a number  of  different  persons  who 
wish  to  get  a particular  commodity,  and  a number  of 
different  persons  who  have  it  for  sale.  Since  the  utilitv  of 
this  commodity  is  greater  to  some  of  the  persons  who  want 
it  than  to  others,  some  of  them  would  be  more  h'iHdi ^ to 
buy  at  a high  price  than  others.  The  cost  of  producing  it 
has  likewise  been  less  to  some  producers  than  to  others ; 
or,  some  of  the  persons  who  have  it,  may  be  particularly 
eager  to  get  money  in  exchange  for  it ; that  is,  the  utility 
of  money  is  particularly  great  to  them  just  now;  so  they 
would  be  willing  to  give  more  of  the  commodit}-  for  a 
certain  amount  of  money  than  some  others  would  ; that  is 
they  would  be  more  willing  to  sell  at  a low  price  than  others! 

If  an  eager  bu\er  (Air.  II.)  should  offer  a particularlv 
high  price,  many  owners  would  be  willing  to  sell  ; that  is, 
a large  amount  of  the  commodity  would  be  offered  to  him— 
much  more,  probably,  than  he  would  buv ; some  of  the 
stock  offered  would  have  to  be  sold  afterward  at  lower 
prices.  If  an  eager  seller  (Mr.  S.)  should  offer  to  sell  at  a 
particularly  low  price,  so  many  persons  would  want  to  buy 
that  he  could  not  supply  them  all  ; and  some  would  have 
to  buy  from  others  at  higher  prices.  Now,  Air.  B.  might 
have  got  all  he  wanted  at  a lower  price  bv  waiting  a little  • 
and  Air.  S.  might  have  sold  his  stock  at  a higher  price  if  he 
had  waited  a little  : and  in  fact,  in  an  actual  market,  this  is 
practically  what  happens.  A\  hen  several  owners  offer  to 

sell  to  the  eager  Air.  B.,  they  will  bid  against  one  another^ 

that  is,  one  will  offer  to  sell  at  a lower  price  than  another, 
because  he  can  do  so  and  still  get  a greater  return  than  he 
would  ordinarily  expect.  When  several  persons  offer  to  buy 


- 38  - 

fro:  n Mr.  S.  at  the  low  price  which  he  has  named,  they  will 
begin  to  bid  against  one  another,  offering  higher  prices, 
because  the  utility  of  the  commodity  to  them  will  still  be 
gre  iter  than  the  price  that  they  would  pay. 

Here  we  find  two  opposite  tendencies.  The  competi- 
tion" of  those  who  want  the  commodity,  tends  to  make  the 
price  higher  than  that  which  an  eager  seller  would  accept. 
Th(  competition  of  those  who  have  the  commodity  for  sale 
tem.s  to  make  the  price  lower  than  that  which  some  buyers 
are  willing  to  give.  These  two  tendencies  bring  the  price 
to  a middle  point.  Since  the  bargaining  is  usually  done 
befc  re  any  sales  are  made,  the  actual  price  paid  will  usually 
be  i bout  the  same  for  the  whole  market.  This  price  mav 
be  called  the  market  price. 

Different  producers  will  thus  get  different  benefit  by 
selli  ig.  If  a man’s  cost  of  production  was  small,  his  surplus 
retu  n will  be  rather  large.  For  some  producers,  the  price 
will  be  just  enough  to  repay  the  cost  of  production.  Those 
who,,e  cost  of  production  is  greater  than  the  price,  will  not 
sell.  They  will  wait  until  another  market  day,  if  possible  ; 
and  f the  price  does  not  rise  they  will  quit  producing. 

The  market  price  of  a commodity  is  the  price  at  which 
the  amount  offered  for  sale  is  just  about  equal  to  the  amount 
wanted.  At  the  market  price,  supply  and  demand  balance 
EACE  OTHER.  We  cannot  say  that  this  is  ever  precisely 
the  case.  In  practical  life,  supply  and  demand  are  always 
changing  more  or  less;  and  if  the  price  of  a commodity 
rema  ns  unchanged  for  a considerable  time,  it  is  because 
deale ‘s  find  that  it  is  more  convenient  to  fix  it  themselves 
than  ;o  have  it  continually  changiqg.  But  if  they  fix  it  too 
high  or  too  low,  prec  cotnpctttioti  will  force  it  back  toward 
the  point  where  supply  and  demand  are  equal. 
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Diagrams  illustrating 
Demand,  Supply  and  Market  Price 
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Figures  I,  II  and  III,  all  have  reference  to  a certain 
commodity,  in  a certain  place  and  a certain  period  of  time, 
say  a market  day. 

Let  the  distances  on  Z X represent  various  prices  and 
let  the  distances  on  Z Y represent  various  amounts  of  the  com- 
modity. If  the  commodity  be  oil  (petroleum),  the  numbers 
on  ZX  may  indicate  the  price  per  case,  and  then  the  numbers 
on  ZY  will  indicate  the  number  of  cases. 

In  Figure  I, the  curved  line  represents  the  course  of  demand; 
it  is  constructed  by  first  locating  two  or  three  points,  such  as 
B,  C,  and  D.  These  points  are  located  by  first  ascertaining,  as 
nearly  as  possible,  the  number  of  cases  that  will  actually  be 
taken  at  certain  prices  and  then  drawing  lines  to  project  the 
corresponding  distances,  respectively,  upon  a common  point. 
In  doing  this,  we  first  estimate,  from  market  reports,  that  about 
2000  cases  would  be  taken  at  $3  per  case,  about  3000  cases  at 
$2  per  case  and  only  about  1200  at  $4  per  case.  Locating 
these  points  on  the  diagram  as  explained  above,  we  draw  a 
curve  to  connect  them  and  we  continue  it  in  the  same  form. 
The  form  and  position  of  the  curve  show  that  as  the  price 
rises,  the  demand  grows  less,  and  vice  versa.  The  curve 
having  once  been  determined,  we  may  estimate  the  demand 
at  any  particular  price,  by  first  constructing  a perpendicular 
from  the  proper  point  on  the  price-line,  and  then  dropping  a 
perpendicular  to  the  amount-line  from  the  point  where  the 
first  line  meets  the  curve. 
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In  Fig-ure  II,  the  curved  line  represents  the  course  of 
supply.  It  is  constructed  by  the  same  methods  as  in  Figure 
I.  Here  the  form  and  position  of  the  curve  show  that  as  the 
price  falls,  the  supply  grows  less,  and  vice  versa. 

Notes  on  Figures  I and  II  : — The  lines  made  up  of  long 
dashes  are  regarded  as  the  original  construction  lines : those 
made  up  of  dots,  are  the  resulting  construction  lines.  The 
difference  is  made,  because  the  price  is  regarded  as  the  cause 
which  leads  to  a particular  demand  and  to  a particular  supply. 
That  is,  price  is  regarded  as  ca^ise,  and  demand  and  supply  are 
regarded  as  effects  of  this  cause. 

The  precise  forms  of  the  two  curves,  depend  upon  circum- 
stances. In  this  case,  the  demand  curve  has  a regular  form,  and 
the  supply  curve  has  an  irrcgidar  form.  The  upper  part  of  this 
demand  curve  indicates  that  if  the  price  became  very  small, 
people  would  use  very  large  amounts  of  oil : probably  they  would 
begin  to  use  it  instead  of  coal  and  wood  for  cooking,  and  for 
driving  engines.  The  lower  part  of  this  demand  curve  indicates 
that  even  if  the  price  became  very  great,  there  would  still  be 
some  people  who  would  use  oil. 

The  upper  part  of  this  supply  cim^e  indicates  that  there  is 
much  oil  to  be  had,  and  that,  at  high  prices,  large  amounts  would 
be  offered  for  sale  : probably  dealers  would  hasten  to  bring  it 
from  other  places,  to  sell  here.  The  lower  part  of  this  supply 
curve  indicates  that  if  prices  became  rather  small,  the  amounts 
offered  for  sale  would  quickly  become  less.  The  direction  of  this 
curve,  at  the  point  where  we  leave  it,  indicates  that  if  the  price 
should  become  a little  less  than  this,  no  oil  would  be  offered  for 
sale, — that  is,  the  supply  would  be  o. 

The  difference  between  the  form  of  the  demand  curv^e  and 
the  form  of  the  supply  curve,  when  both  approach  the  lower  base 
line,  is  important.  The  demand  curve  tends  to  continue,  becau.se 
it  is  impossible  to  fix  a limit  to  the  utility  that  a thing  may  have 
for  some  one  who  wants  to  buy  it.  The  supply  curv^e  tends  to 
come  to  a finish,  because  nobody  is  willing  to  sell  unless  he  can 
get  back  at  least  his  cost  of  productioyi. 
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In  Figure  III,  the  two  curves  are  constructed  upon  one 
diagram.  The  point,  where  they  meet,  indicates  the  position 
of  equilibrium  of  supply  and  demand.  By  dropping  perpen- 
diculars from  this  point  to  the  two  base  lines,  we  may 
ascertain  the  ideal  price  at  which  supply  and  demand  are 
equal,  and  the  ideal  amount  that  will  change  hands  at  that 
price.  This  point  of  equilibrium  indicates,  theoretically,  the 

actual  transactions  of  a market  day,  for  this  particular'  com- 
modity. 
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PART  ITT 


The  Sharing  of  Value 
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PART  III 

The  .Sharing  of  Value  ff) 

THE  MEANING  OF  DISTRIBUTION 

If  several  men  work  together  to  make  something,  for 
which  a certain  amount  of  money  is  to  be  paid,  the\^\vill 
expect  to  divide  the  pay  among  themselves.  If,  however, 
they  also  furnished  the  materials  to  make  the  thing,  these 
must  also  be  paid  for.  If,  in  addition,  they  used  sonie-one- 
else’s  tools  to  do  the  work,  a part  of  the  pay  will  probably 
have  to  be  given  to  the  owner  of  the  tools,  in  return  fordhe 
use  of  them.  Besides  these  shares,  there  may  be  others. " If 
another  man  had  engaged  these  workmen  to  do  the  work  and 
had  made  all  the  arrangements  for  selling  the  product,  etc. 
he  would  also  have  to  receive  a share  of  the  value.  And, 
besides  all  this,  something  would  have  to  be  paid  for  the 
use  of  the  place  where  the  work  was  done.  So  the  value  of 
the  product  would  be  divided  up  among  the  various 

AGENTS  OF  PRODUCTION. 

The  share  of  value  received  in  return  for  the  organiza- 
iion  of  industry  may  be  called  profits,— for  the  of  capital, 

interest,— for  labor,  wages,— and  for  the  2ise  of  natural  so2irces 
of  wealth,  rent.  The.se  shares  are  not  always  easy  to  distin- 
guish,— but  the  meaning  of  them  is  clear.  Besides  these 
regular  shares,  there  are  irricgular  amounts  which  may 
be  regarded  as  returns  for  the  help  which  production  receives 
from  society  and  government.  The  returns  to  society  are 
chiefly  voluntary,  such  as  gifts  of  charity  ; the  returns  to  the 
governmeiit  are  chiefly  compulsory,  in  the  form  of  taxes. 
These  two  irregular  returns  need  not  be  considered  here. 

Sometimes  one  person  may,  himself,  represent  various 
agents  of  production.  The  several  shares  must  still  be 
considered,  however,  as  paid  not  to  particular  persons  but  for 
the  use  of  particular  agents  of  production. 
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Sometimes  the  very  thing  that  has  been  produced  may, 
its  df,  be  divided  up  among  the  various  producers ; but  ordin- 
ariiy,  it  is  only  the  value  of  the  product  that  is  shared.  Even 
this  is  not  actually  done,  in  most  cases.  For  instance,  the 
wages  that  are  paid  to  a workman  are  usually  paid  out  of 
me  ney  that  has  been  received  for  a previous  product. 

In  some  other  ways,  also,  the  facts  of  “ distribution  ” are 
dif'erent  from  the  theory.  Very  often  the  amounts  of  wages 
and  interest  to  be  paid  are  fixed  beforehand,  before  the 
product  has  been  sold, — that  is,  before  its  actual  value  is 
kuDwn.  Nevertheless,  these  amounts  depend  partly  upon 
SOI  ae  one’s  estimate  of  the  value  of  the  product ; and  if  the 
product  usually  proves  to  be  more  valuable  than  was  estimat- 
ed, these  amounts  will  tend  to  increase  in  the  future. 

Although  it  is  not  easy  to  say  exactl}’  how  the  value  of 
a I articular  product  will  be  distributed,  it  is  easy  to  see  that 
th(  whole  value  is  distributed  in  some  way.  If  we  add  up 
the  total  value  of  all  the  products  of  a certain  country  during  a 
considerable  period  of  time — say,  one  year — we  may  then  say 
th'c  t this  is  about  the  amount  of  value  that  will  be  distributed 
in  a year.  (Of  course  it  would  be  necessary  first  to  subtract 
the  value  of  goods  that  w’ere  destroyed,  as  by  fire  or  flood, 
wi  hout  being  used).  This  total  product  may  be  called  the 
country’s  yearly  dividend,  because  this  is  what  mitst  be 
die  ided  up. 

We  may  sum  up  these  general  statements  thus  : The 

SIZE  OF  THE  SHARES,  in  distribution,  depends,  first,  upon  the 
vaAie  of  the  product:  because,  if  there  is  a larger  dividend.^ 
while  the  “divisor”  remains  the  same,  there  will  be  a larger 
quotient.  The  SHARE  OF  THE  PRODUCT,  received  by  any 
pai  ticular  agent  of  production,  depends  upon  how  much  of 
this  particular  agent  is  wanted  for  use  and  how  much  of  it 
cai . be  got  for  use : that  is  it  depends  upon  the  relation  be- 
tween the  demand  for  it  and  the  supply  of  it. 
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The  want  for  any  particular  agent  of  production,  corre- 
sponds to  the  iitility  of  it  for  particular  purposes  in  pro- 
duction. When  a certain  piece  of  work  can  be  done  either 
by  one  agent  of  production  or  by  another,  that  one  will  be 
used  which  is  the  more  produetive.  Cotton  yarn  can  be  spun 
either  by  using  costlv  machinerv  and  little  labor  or  bv  usino- 
simple  machinery  and  much  labor.  The  first  plan  requires 
more  capital ; the  second  plan  requires  more  labor.  If  the  first 
plan  is  followed,  a larger  share  of  the  product  will  be  paid  as 
interest ; if  the  second  plan  is  followed,  a larger  share  of  the 
product  will  be  paid  as  wages.  The  person,  who  is  planning 
the  work,  will  choose  the  plan  which  is  the  more  profitable 
for  him, — that  is,  the  plan  which  will  make  the  cost  of  pro- 
duction, of  a particular  amount  of  cotton  yarn,  as  small  as 
possible.  These  considerations  make  up  what  mav  be 
called  the  demand  prices  for  the  use  of  various  agents  of 
production. 

The  SUPPEY  Pi; ICES  of  various  agents  of  production 
depend,  similarly,  upon  the  effort,  expense,  or  general  dis- 
utility.^ of  furnishing  them  for  use. 

The  resultant  of  these  two  influences,  that  is,  the  market 
PRICE  paid  for  the  use  of  any  particular  agent  of  production, 
represents  the  share  of  that  agent. 

We  must  now  consider  the  particular  application  of  these 
principles  to  the  shares  of  the  various  agents  of  production. 
In  doing  this,  it  will  be  important  to  refer  continuallv  to  the 
corresponding  topics  in  Part  I,  as  well  as  to  the  general 
principles  of  value  in  Part  II. 
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SECTION  I 

P -ofits  for  the  Organization  of  Industry 

The  man  who  sets  up  a business  and  carries  it  on,  usually 
experts  to  get  a return  which  is  somewhat  different  from 
ordinary  payments  for  the  use  of  capital  and  for  labor.  He 
may  use  his  own  capital,  and  he  may  also  work  ; but  he  expects 
to  gc  in  more  than  he  would  gain  by  simply  loaning  his  money 
to  sc  me-one  else  and  working  for  some-one  else.  The  extra 
GAi>  that  he  gets  may  be  called  profits. 

If  a man  borrows  capital  and  hires  laborers,  to  do  business, 
he  umally  agrees,  beforehand,  what  amount  of  interest  and 
wag(  s shall  be  paid.  He  also  pays  for  raw  materials  at  prices 
that  are  fixed  before  these  materials  are  used.  If  he  buys 
machinery  and  uses  buildings,  the  cost  of  all  these  is  generally 
settled  before  the  value  of  the  product  is  known.  If  there 
shou.d  be  a strong  demand  for  the  product,  the  price  may 
beco  lie  higher  than  usual ; then  there  will  be  more  value  to 
be  d.vided.  But  since  most  of  the  other  shares  have  been 
fixed  beforehand,  most  of  the  advantage  of  this  increased  value 
goes  to  THE  MAN  WHO  IS  CARRYING  ON  THE  BUSINESS.  The 
amount  of  his  profits  is  equal  to  the  difference  between  the 
total  value  of  the  product  and  the  net  cost  of  producing  it, 
which  includes  interest,  ordinary  wages  and  other  expenses. 

[f,  when  the  product  is  sold,  its  value  is  much  less  than 
usua  , there  may  be  loss  instead  of  gain.  This  loss  is  suffered 
directly  by  the  man  who  is  carrying  on  the  business.  Other 
agen  ;s  in  production  may  also  suffer  loss  indirectly,  in  such  a 
case.  But  the  immediate  loss  falls  upon  the  man  who  under- 
took the  RISKS  OF  THE  ENTERPRISE.  He  is  sometimes  called 
the  entrepreneur. 

The  extra  gain  is  sometimes  due  chiefly  to  good  fort  une.- 
someihing  unexpected  may  occur  to  make  the  value  of  the 
product  unusually  great.  In  such  a case,  profits  might  be 
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regarded  merely  as  a return  for  such  qualities  as  courage 
and  steadiness  in  undertaking  the  risk.  The  man  who 
“ took  the  chances  ” gets  the  gain. 

Generally,  the  extra  gain  is  chieflv  due  to  careful  thoiio-ht, 
planning  and  management.  Since  these  all  require  effort, — 
that  is,  labor, — the  extra  gain  is  sometimes  called  wages  of 
management.  In  this  sense,  profits  might  be  called  contingent 
wages.,  that  is,  wages  which  depend  upon  an  uncertain  event. 
Such  “wages”  are  usually  high,  not  only  as  a payment  for 
the  risk  of  loss,  but  also  because  the  work  requires,  in  a high 
degree,  a combination  of  qualities  which  is  not  common  : 
such  as  good  judgment,  prompt  decision,  energy,  tact,  alertness 
of  mind  and  general  intelligence. 

Large  enterprises  are  often  carried  on  by  joint-stock  com- 
panies. Since  the  stock-holders  cannot  all  take  part  in 
actually  managing  their  business,  they  usually  appoint  a few 
members  of  the  company  to  direct  the  business ; then  these 
few  directors  engage  one  or  two  managers  to  plan  and  manage 
all  the  details  of  the  business.  In  such  a case  the  manager’s 
salary  may  be  fixed  beforehand  ; but  it  is  based  on  an  estimate 
of  what  will  probably  be  the  profits.  The  manager’s  salary 
thus  consists  partly  of  profits  set  apart  beforehand. 

The  man  who  has  invested  his  money  in  a joint-stock 
company,  shares  the  profits.  When  his  profits  are  not  a mere 
matter  of  good  fortune,  they  may  be  regarded  as  a return 
FOR  THE  CARE  AND  GOOD  JUDGMENT  which  he  exercised  when 
he  chose  a good  business,  in  which  to  invest  his  money  ; — and 

also  for  the  part  which  he  takes  in  directing  the  policy  of  the 
company. 

Profits  depend  partly  upon  the  relations  of  demand  and 
supply.  If  the  number  of  those  who  are  able  and  willing  to 
undertake  extraordinary  responsibilities  is  large  in  proportion 
to  the  opportunities  of  gain  in  business,  then  the  average  of 
profits  is  likely  to  be  small ; — and  vice  versa. 
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SECTION  II 

Interest  for  the  use  of  Capital 

Interest  is  what  is  received  by  the  owner  of  wealth  in 
reinrn  for  criving  np  the  present  of  it.  Wealth,  as  we 
hare  seen,  is  accninnlated  by  labor  and  abstinence.  The 
ob  ect  of  labor  is  to  produce  something  which  will  gratify, 
eitlier  directly  or  indirectly,  the  wants  of  the  laborer.  If, 
after  producing  a certain  amount  of  wealth,  the  laborer  has  to 
w^  it  a long  time  before  he  can  enjoy  the  results  of  his  efforts, 
th  s waitinof  is  an  additional  disutility  to  him.  W hat  he  can 
nsi  or  enjoy  nozv  is  worth  more  to  him  (that  is,  he  would  rather 
have  it)  than  what  he  can  enjoy  a year  later.  Therefore,  if 
another  person  wishes  to  use  this  man’s  wealth  now,  he  must 
ofier  this  man  something  to  repay  him  for  the  disutility  of 
W.OTIXG. 

The  “ cost  of  production  ” of  capital  consists  chiefly  in 
th  .s  disutility  of  waiting.  The  interest  which  is  paid  must 
therefore  be  at  least  enough  to  overbalajice  this  disutility. 
T le  interest  offered  may  be  much  more  than  this,  according 
as  the  present  use  of  this  wealth  has  utility  to  the  borrower. 

Wdien  the  owner  of  wealth  uses  it  in  business,  himself, 
or  invests  it  in  a joint-stock  company,  he  usually  reckons  a 
pmt  of  his'  profits  as  interest.  In  such  a case,  interest  and 
p 'ofits,  taken  together,  are  sometimes  called  gross  profits. 

Wdien  the  lender  feels  perfectly  sure  that  he  will  get 
b^  ck  what  he  loans,  the  interest  is  simply  a payment  for  the 
me  of  wealth.  This  may  be  called  net  interest.  When  the 
le  ider  fears  that  the  borrower  may  fail  to  repay  him,  or 
ai  ticipates  trouble  of  some  sort  in  getting  back  his  principal 
oi  in  collecting  the  interest,  he  hesitates  to  lend.  Then  a 
larger  return  must  be  offered,  to  induce  him  to  undertake  the 
ri>k  or  trouble.  This  larger  amount  includes  ordinary 
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interest  and  a premium,  that  is,  an  extra  payment  offered  as 

an  inducement  or  for  assurance.  The  total  amount  may  be 
called  gross  interest. 

No  matter  in  what  form  capital  may  be,  its  value  is 
reckoned  in  money.  Money  on  which  interest  is  paid  is  call- 
ed the  “ principal.”  The  “ rate  of  interest  ” is  the  amount  to 
be  paid  for  a certain  unit  of  money,  during  a certain  unit  of 
time.  When  wealth  is  invested  in  fixed  capital,  the  interest- 
charge  can  be  reckoned  regularly — say  by  the  year  or  by  the 
month  in  calculating  the  cost  of  a particular  product. 
When  wealth  is  invested  in  circulating  capital,  as  in  the 
payment  of  wages  or  in  the  purchase  of  raw  materials,  the 
interest  charge  on  any  particular  product  must  also  include  a 
reckoning  of  the  length  of  time  that  elapses  between  the 
investment  of  this  particular  capital  and  the  sale  of  the  pro- 
duct. If  only  a short  time  is  necessary  to  finish  the  product, 
and  it  is  quickly  sold,  the  capital  is  “turned  over”  rapidlyj 
and  the  interest-cost  is  small.  If  it  takes  a long  time  to  get 
the  product  finished  for  market,  a larger  amount  must  be 

charged  for  interest  on  the  capital  which  was  used  in  produc- 
ing it. 

The  rate  of  net  interest  depends,  in  general,  upon  the 
relations  of  demand  and  supply.  Where  capital  is  abundant, 
as  it  usually  is  in  large  commercial  cities,  the  rate  of  interest 
is  generally  lower  than  in  farming  regions.  But  there  are 
many  influences  which  affect  the  rate ; — such  as  the  opportu- 
nities ofi profit  in  trade  and  industry, — the  increasing  wants 
which  come  with  increasing  wealth, — the  desire  of  some 
people  to  save  wealth  for  the  sake  ofi  having  it  or  of  keeping 
it  for  their  children,  even  if  the  income  from  it  be  ver\' 
small, — and  the  fact  that  capital  is  now  sent  from  countries 
where  it  is  abundant,  to  all  parts  of  the  world,  for  investment 
where  the  rates  are  higher. 
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SUMMARY  OF  SIMPLE  INTEREST 

We  may  consider  that  the  COST  of  production  of  a 
( ertain  amount  of  capital  is  made  up  of  two  dis-ntilities  • 
{ I ) the  dis-ntility  of  producing  that  amount  of  wealth,  and  (2) 
tlie  dis-ntility  of  keeping  it  instead  of  enjoying  it  immediately. 
Iv^ow,  the  reward  for  the  producing  of  it  is  the  wealth  itself; 
taen  interest  is  simply  the  reward  for  not  consuming  it 
I'jimediately.  Therefore  the  lowest  amount  of  interest,  that 
t le  OY ner  will  accept,  is  an  amount  wdiicli  wdll  repay  him  for 
t le  disutility  of  waiting.  This  makes  the  ordinary  supply 
/ rice  for  the  use  of  capital. 

Likewise  we  may  consider  that  the  utility  of  a certain 
aaionnt  of  capital  (to  a borrower  who  must  pay  it  back  after- 
V ard, ) is  equal  to  the  increase  of  product  wdiich  he  can  get  by 
using  it  in  industry.  The  prodnetiweness  of  capital  is  the 
t ue  source  from  which  all  ordinary  interest  comes.  The 
a nonnt  of  interest,  wdiich  the  user  of  capital  is  wdlling  to 
p ly,  may  be  almost  as  much  as  this  increase  in  product  wdiich 
is  due  to  the  use  of  capital.  This  makes  the  ordinary  demand 
p -ice  for  capital. 

The  ordinary  market  rate  of  interest  w'oiild  thus  be 
tl  e resultant  of  these  twm  tendencies ; — but  there  are  special 
LV-cumstanccs  wdiich  affect  the  rate.  Some  men,  as  we  have 
seen,  are  eager  to  save  for  future  use^  merely  for  the  sake  of 
hi  lying  w^ealth  stored  up.  The  dis-ntility  of  keeping  it, 
mmsed,  may  be  so  small  to  them,  that  they  would  lend  their 
money  to  a perfectly  reliable  man  at  an  extremely  low^  rate  of 
interest.  Also,  some  men,  at  some  times,  are  so  eager  to  get 
m mey  for  immediate  use,  that  they  are  willing  to  pay  much 

m Dre  interest  for  it,  than  they  could  expect  to  make  by  using 
it  in  industry. 


1^ 


Money  represents  everything  that  can  be  bought.  It 
does  not  spoil  by  being  kept.  Therefore  the  utility  of  money. 
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SECTION  III 
Wages  for  Labor 

We  liave  already  suggested  the  question  of  distribution 
as  lietween  labor  in  general  and  capital  in  general.  We  must 
no\  • consider  the  question  as  to  DIFFERENT  branches  and 
gr..dp:s  of  labor. 

The  relations  of  demand  and  supply  are  the  chief 
infl  lences  that  affect  wages.  If,  in  any  particular  branch  and 
gra  ie  of  industry,  the  number  of  men  willing  to  work  becomes 
gre  Iter  than  the  number  of  positions  for  which  workmen  are 
wanted,  competition  will  tend  to  make  wages  lower  than 
beb  >re  ; — and  znce  versa. 

In  any  particular  branch  of  industry  there  are  various 
GR^.DES  of  labor:  some  men  are  more  skilled  than  others. 


W'Hle  the  number  of  unskilled  laborers  may  be  more  than  , 

are  wanted  for  this  grade  of  work,  the  number  of  skilled 
laborers  may  be  less  than  are  wanted  for  that  grrade  of  work* 

In  s nch  a case  the  wages  of  unskilled  or  common  laborers  would 
ten  1 to  fall  while  the  wages  of  skilled  laborers  would  tend 
to  lise.  On  the  other  hand,  it  sometimes  happens  that  there 
is  a particular  need  for  laborers  who  have  physical  strength, 
rather  than  for  those  who  have  skill.  Also,  it  sometimes 
haf  pens  that  the  number  of  persons  who  are  able  to  do  work 
wh  ch  requires  much  training,  exceeds  the  need  for  them  ; 
but  such  conditions  are  not  likely  to  continue  very  long. 

We  have  been  looking  at  the  matter  from  the  point  of 
vie  v of  the  utility  of  labor.  We  must  now  consider  the  other 
sid(  of  the  matter,  namely,  COST  OF  production.  One  of 
the  reasons  why  higher  wages  are  usually  paid  to  skilled 
lab'  )rers  is  that  it  usually  costs  time,  trouble  and  expense  to 
bee  nne  skillful ; if  the  wages  were  not  high  enough  to  repay 
the  outlay,  the  supply  of  skilled  laborers  would  gradually  , 

bee  nne  less,  until  there  were  not  enough  of  them  to  do  work  ’ ! 
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for  which  they  are  wanted : then  wages  would  rise  again.  In 
the  same  way,  one  of  the  reasons  why  unskilled  laborers  often 
get  low  wages  is,  that  there  has  been  no  especial  outlay  to 
prepare  them  for  their  work. 

Let  us  think  of  different  kinds  of  labor  which  we  have 
seen.  We  very  often  see  men  who  receive  tlie  lowest  wages 
doing  very  toilsome  work  ; while  men  whose  work  is  easy  and 
pleasant  often  receive  much  higher  wages.  There  are  special 
reasons  for  this  condition  of  affairs.  One  reason  is,  that  poor 
men  must  work,  day  by  day,  for  whatever  wages  they  can  get. 
They  cannot  keep  their  labor  until  another  market-day.  To- 
day’s labor  .Aii-ST  BE  SOED  to-day  or  it  is  lost  forever. 

Nevertheless,  there  is  a limit  to  the  fall  of  wages.  A 
man’s  wages  may  not  be  enough  to  buy  good  food  and 
clothes; — but  tliey  must  be  enough  to  buy  some  food  and 
clothes — enough  to  keep  liim  alive.  The  things  which  are 
needed  for  this  purpose  may  be  called  nece.ssaries  for 
SUBSISTENCE.  This  expression  ordinarily  means  net  oiiK 
enough  to  keep  the  laborer  himself  ali\-e,  but  also  to  keep 
his  family  alive.  Otherwise,  the  population  will  be  less  in 
the  next  generation. 

When  wages  increase,  laborers  may  be  able  to  buv  not 


only  the  necessaries  for  subsistence  but  also  things  which  are 
needed  to  keep  their  bodies  strong  and  healthy.  Thev  may 
then,  also  have  more  leisure  to  think  and  to  read,  and  thus 
become  more  intelligent.  All  these  things  tend  to  make 
men  more  ejpcicnt ; and  men  cannot  do  good  work  unless 
some  of  these  higher  needs  are  satisfied.  Such  things  mav  be 
called  NECESSARIES  FOR  EFFICIENCY.  This  grade  of 
necessaries  includes  some  provision  for  the  education  of  the 
laborer’s  children.  If  children  are  well  trained,  the  next 
generation  may  be  still  more  efficient.  , When  a certain 
group  of  people  become  accustomed  to  a higher  grade  of 
“necessaries”  than  another  group,  they  are  said  to  have  a 
HIGHER  STANDARD  OF  LIVING. 
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A laborer’s  real  wages  are  not  the  amount  of  money  he 
receives,  but  the  amount  of  commodities  which  the  money 
will  biiy.  The  amount  of  money,  which  he  receives,  may  be 
called  his  nommal  wages.  A laborer’s  nominal  wages  may 
renmm  unchanged,  but  if  the  prices  of  things,  which  he 

ordinarily  uses,  become  higher,  then  his  real  wages  are  lower 
tnan  before  ; — and  vice  versa. 

Skilled  laborers  in  one  branch  of  industry  cannot  usiiallv 

' to  another  branch  of  industry.  Their 

’kill  IS  speaahsed.  On  the  other  hand,  common  laborers 
A lose  work  is  chiefly  muscular,  might  be  employed  in  any 
one  ot  several  branches  of  industry.  This  gives  the  skilled 
i aborer  the  advantage  of  a sort  of  monoiioly  when  there  is  a 
arge  demand  for  labor  in  his  branch  of  industry;  and  it  puts 
1111  at  a disadvantage  when  he  tries  to  find  emplovmeiit  in 
5 onie  other  branch  of  industry.  With  the  common  laborer 
the  case  is  just  the  reverse.  Where  machinery  is  much  used 

ow^ever,  the  distinction  between  different  branches  of  iiidus- 

t y becomes  less  important. 

In  a progressive  country,  wages  tend  gradually  to  become 

g ler . ns  is  partly  because  there  is  more  wealth  produc- 

ed-partly  because  there  is  a higher  demand  for  skilled 

c or  partly  because  children  are  given  a better  education 

and  thus  each  generation  may  become  more  efficient  than  the 

£st.  yhen  most  of  the  people  become  more  intelligent 

tl  en  laborers  of  lower  grades,  or  their  children,  are  likelv  to 

rne  into  higher  grades;  more  machinery  is  invented,  to  do 

.e  hard  work;  and  the  tendency  is,  that  wages  will  be 
“ .KVELLED  up.” 

Laborers  sometimes  fear  the  effect  of  machinery 
ui  ON  WAGES : if  one  man  can  do  the  work  of  many  men,  they 
th  nk  this  may  cause  other  men  to  be  idle  and  to  starve.  If 
much  machinery  is  brought  into  use  suddenly,  laborers  will 
prubab  y suffer,  for  a time.  But  the  increased  product  will 
pr.  .bably  make  lower  prices  for  commodities ; while  the  in- 
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crease  in  trade  will  cause  a new  demand  for  laborers  in  other 
kinds  of  production ; more  commodities  will  be  consumed, 
and  so  there  will  be  an  increasing  demand  for  labor.,  even  in 
the  industry  where  the  machinery  is  used : thus  wages,  both 
real  and  nominal,  will  finally  tend  to  rise. 

Note: — Adam  Smith  suggests  five  kinds  of  special  cir- 
cumstances which  modify  rates  of  wages, — as  follows  : “(i)  the 
agreeableness  or  disagreeableness  of  the  employments  themselves; 
(2)  the  easiness  and  cheapness,  or  the  difficulty  and  expense,  of 
learning  them  [ — see  above]  ; (3)  the  constancy  or  inconstancy 
of  employment  in  them  ; (4)  the  small  or  great  trust  which 
must  be  reposed  in  those  who  exerci.se  them ; and  (5)  the 
probability  or  improbability  of  succe.ss  in  them.” 
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SECTION  IV 

Rent  for  the  Use  of  Land 

Different  pieces  of  land  have  DiFFERitNT  productive- 
ness. The  more  productive  pieces  are  first  occupied  and 
cultivated.  Some  of  the  less  productive  pieces,  being  also 
needed,  are  also  cultivated.  There  is  competition  among 
fan  lers  (cultivators)  to  get  the  use  of  the  more  productive 
pie(  es.  The  owners  of  these  pieces  of  land  will  let  them  to 
the  highest  bidders.  When  all  the  better  grades  of  land,  that 
are  needed,  have  been  let,  then  there  will  be  almost  no  com- 
petition for  the  poorest  grade  that  is  needed. 

Since  the  better-grade  land  is  more  productive  than  the 
poorer,  then  a man,  who  is  using  poorer-grade  land,  will  prefer 
to  use  better-grade  land  if  he  can  get  it.  Since  he  could  get 
a g eater  product  from  the  better-grade  land,  by  the  same 
amount  of  effort,  he  would  be  willing  to  give  the  owner  of 
the  better-grade  land  a large  part  of  the  extra  product,  in 
return  for  the  right  to  luse  the  better-grade  land.  But  the 
pre  ;ent  user  of  this  land  also  wants  to  keep  it ; and  in  order 
to  jirevent  the  landlord  from  letting  it  to  the  other  man,  he 
wil  have  to  offer  the  landlord  as  much  as  the  other  :man 

OFIERS. 

The  man  who  using  the  poorest  land  is  one  of  the 
coi  ipetitors  (bidders)  for  the  use  of  that  better-grade  land. 
Evm  a small  increase  in  his  profit  would  be  better  than  none. 
He  will  therefore  offer  the  owner  of  the  better-grade  land 
almost  all  of  the  extra  profit  which  he  could  get  by  using 
that  land; — that  is,  he  will  offer  him  nearly  the  whole 
difierence  in  product,  of  the  two  pieces.  Now,  an}-  other 
pel  son  who  wants  to  use  that  land  would  have  to  offer  as 
much  for  it  as  this  man  offers.  So,  in  general,  any  man  who 
v/a  its  to  use  a particular  piece  of  land  would  have  to  give 
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the  owner  of  it  an  amount  about  equal  to  the  difference  be- 
tween the  product  of  t/iat  piece  of  land  and  the  product  of 
the  poorest  land  that  is  in  use.  This  difference  may  be  called 
the  SURPLUS  PRODUCT.  It  is  the  difference  between  the 
product  of  any  particular  piece  of  land  and  the  product  of 
the  least  productive  land  that  is  in  use.  The  effect  of  com- 
petition among  farmers  who  want  the  use  of  better-grade 
land  is,  that  this  u'hole  surplus  tends  to  go  to  the  landlord. 
This  surplus  is  what  is  called  economic  lent. 

The  poorest  land  in  use  may  be  said  to  be  at  the  margin 
of  cultivation.  This  means  that  the  product,  which  this 
farmer  can  get,  is  jnsf  enough  to  repay  his  COSTS  OF 
PRODUCTION.  In  the  theory  of  rent,  there  will  always  be 
some  such  land.  This  cost  of  production  must  cover  all 
wages  and  interest  which  need  to  be  paid,  including  the 
ordinarv  ^^necessaries''  of  the  farmer.  The  reason  why  the 
return,  from  the  poorest  land  used,  will  not  be  more  than  this 
cost  of  production,  is,  that  there  will  be  competition  among 
farmers,  to  sell  their  products.  Those  who  are  using  better 
land,  can  afford  to  sell  at  any  price  which  will  give  them  a 
profit.  Hence  the  price  tends  to  fall  until  the  price  is  no 
greater  than  the  cost  of  producing  that  part  of  the  supply 
which  is  produced  at  the  greatest  disadvantage. 

In  what  has  been  said,  we  have  supposed  that  the  various 
pieces  of  land  were  all  of  equal  size, — say  one  mow  in  each 
piece, — and  that  the  amount  of  labor  and  capital  used  was  the 
same  on  every  mow  of  land : then  the  difference  was  simply 
in  the  amounts  of  pi  oduct.  It  is  easy  to  illustrate  these  prin- 
ciples by  assuming  certain  amounts  of  product — say  of  rice  or 
-y^Peat — on  different  pieces  of  land,  and  thus  calculating  the 
economic  rent. 

It  is  more  practical,  however,  to  take  a certain  unit  oj 
product^ — say,  one  picul  of  rice, — and  calculate  the  difference 
in  amount  of  labor  and  capital  needed  to  produce  it,  from 
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viirious  grades  of  land.  Then  we  can  see  clearly  that  the 
rt  nt  of  land  depends  upon  the  different  costs  of  production 
oj  a certain  amount  (or  value)  of  product.  On  the  poorest  land 
u:  ed,— that  is,  the  land  which  is  at  the  margin  of  cultiva. 
ti  m,— the  cost  of  producing  one  picul  of  rice  is  just  about 
ec  ual  to  the  value  of  it.  On  better-grade  land,  the  cost  of 
pi  odnction  is  less ; and  the  economic  rent  on  every  picul  of 
ri  .e,  on  whatever  land  produced,  would  be  the  difference 

BETWEEN  ITS  VALLIE  AND  THE  COST  OF  PRODUCING  IT. 
T le  land  on  which  value  and  cost  of  production  are  equal,  is 
called  no-rent  land,  because  the  difference  is  o. 

We  have  said  that  the  land  which  is  used,  is  all  needed. 

B]  this  we  mean  that  if  less  land  Svere  used,  the  product 

would  not  be  enough  to  satisfy  the  wants  of  the  population. 

X'  )w,  the  usual  market  price  must  be  at  least  as  great  as  the 

seller’s  cost  of  production  ; and  since,  in  this  case,  the  whole 

pr  )duct  is  needed,  the  price  must  be  at  least  as  great  as  the 

of  production  on  the  poorest  land  in  use.  If  the  popula- 

ticn  should  become  less,  some  of  the  poorest  land  would  not 

be  needed  ; then  the  margin  of  cultivation  would  become 

hij  :her ; prices  would  fall ; and  rents  would  become  less.  When 

th<  population  is  increasing,  there  is  need  of  using  poorer 

an  1 poorer  land.  Then  rents  become  higher.  There  is  thus 

an  important  connection  between  increase  of  population 
and  rent. 

The  productiveness  of  a piece  of  land  means  not  only  its 
ferUhty,  hwi  also  its  convenience.  Production,  as  we  saw  in 
Pa  -t  I,  includes  transportation.  Cost  of  production  means 
tin  whole  cost  of  the  commodity  when  it  reaches  the  market. 
Improvements  in  transportation,  such  as  the  use  of 
steamships  and  railroads,  lozvej  the  cost  of  production  for 

coi  imodities  that  are  sent  to  a market  from  distant  places : 

the  rent  of  land  in  such  places  therefore  becomes  greater. 
Iiii orovemeiits  in  transportation  also  zviden  the  region  from 
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which  the  people  of  a certain  place  may  get  their  necessary 

supplies : — then  the  people  of  such  a place  do  not  need  to 
use  their  poorest  lands,  and  rents  there  will  become  less. 

The  productiveness  of  land  mav  be  increased  bv 
IMPROVEMENTS  IN  METHODS  OF  AGRICULTURE.  Such  im- 
provements are  generally  the  result  of  using  more  skill  or 
more  capital  or  more  care  in  planning  the  work.  A part 
of  the  increased  product,  therefore,  is  taken  by  the  farmer  as 
additional  wages,  interest  or  profits.  When  such  shares 
become  unusually  large,  however,  there  will  be  more  com- 
petition for  the  use  of  land,  and  a larger  rent  will  then  be 
taken  by  the  landlord. 

This  leads  us  to  note  the  difference  between  rent 
AND  PROFITS.  We  have  seen  that  profits  are  an  extra  gain, 
or  surplus ; and  rent  is  also  a surplus.  How  can  there  be 
both  rent  and  profits  ? Profits  are  sometimes  considered  as  a 
sort  of  rent,  but  not  as  a rent  on  land.  Rent  on  land  is  an 
ordinary  surplus  which  depends  largely  upon  the  lesources 
of  nature.  Profits  are  an  extraoi  dinary  surplus,  depending 
largely  upon  meii’s  abilities. 

We  have  been  talking  of  rent  as  if  the  landlord  actually 
received  the  whole  surplus.  This  is  the  actual  tendency  ; — 
but  it  is  not  usually  the  actual  fact.  There  are  many 
causes  which  interfere.  It  is  not  convenient  for  a farmer  to 
change  farms-  frequently,  even  though  he  could  make  a 
larger  profit  by  changing.  It  is  convenient  for  the  landlord 
to  agree  upon  a certain  amount  of  rent  to  be  paid  by  the 
farmer,  for  several  years  ahead,  even  if  it  is  less  than  what 
he  might  get  by  calculating  the  value  of  the  product,  year 
by  year.  Men  generally  enjoy  certainty  and  permanence, 

and  are  willing  to  give  up  some  possible  gains  to  secure 
them. 

The  principles  of  rent  apply  not  onlv  to  agricultural 
land  but  to  land  used  for  other  purposes.  The  productiveness 
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c f land  used  as  a place  of  business  depends  chiefly  upon  its 
situation.  The  rent  of  land  used  for  residence  depends  upon 
s 2veral  things : such  as  the  convenience  of  the  location  for 
1 len  who  wish  to  live  near  their  places  of  business, — the 
j roductiveness  which  the  land  might  have  if  it  were  used  for 
1 usiness  purposes, — and  the  attractiveness  of  the  location  to 
1 len  who  can  afford  to  pay  for  it.  Rents  in  large  cities  are 
cften  extremely  high.  Rent  may  also  be  paid  for  the  use  of 
) atiiral  agents  of  any  sort^  which  may  have  come  under  the 
control  of  individual  men, — such  as  the  power  furnished  by 
c waterfall. 

The  amount  of  money  paid  for  the  use  of  land  which 
contains  mines^  or  stone-qnarries^  is  not  merely  rent  but 
jartly  also  a purchase-price;  because,  when  the  minerals  or 
s:one  shall  have  been  taken  from  such  land,  most  of  the 
\ alue  of  the  land  will  have  disappeared. 

When  a man  buys  a piece  of  land  and  keeps  it  for  his 
csvn  use,  he  is  his  own  landlord^  and  gets  the  benefit  of  the 
rmt,  himself.  If  he  buys  it  for  the  purpose  of  letting  it  out 
t D some  one,  for  a rental^  then  the  amount  of  the  purchase- 
jrice,  which  he  is  willing  to  pay,  depends  upon  how  much 
interest  he  could  get  by  using  that  money  in  industry  or  by 
1 saning  it.  That  is,  the  land  is  bought  as  an  investment. 
'^'his  method  of  reckoning  the  value  of  land  with  reference 
t3  the  interest  which  could  be  got  on  the  purchase-money,  is 
called  the  capitalising  of  rent. 

The  price  of  the  product,  as  we  have  seen,  does  not 
depend  upon  rent, — but  the  rent  depends  largely  upon  the 
P rice.  Cost  of  production,  also,  does  not  depend  upon  rent : 
t ie  rent  depends  partly  upon  the  cost  of  production.  In 
practice.,  however,  when  rent  is  fixed,  the  producer  reckons 
rint  as  a part  of  his  expenditure,  in  calculating  his  cost 
cf  production. 
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Men  sometimes  speak  of  “renting  a house,”  but  this 
is  not  an  accurate  use  of  the  term  “ rent.”  Rent  mav  be 
given  for  the  use  of  the  land  on  which  the  house  stands ; but 
the  house  itself  represents  an  investment  of  capital.  What 
is  paid  for  the  use  of  the  house,  therefore,  is  properly  interest. 
Likewise,  if  the  owner  of  agricultural  land  has  made  per- 
manent improvements  of  any  kind  upon  it,  the  so-called 
“ rental  value  ” of  the  land  is  partly  rent  proper  and  partly 
interest. 

\ 

\ Slimming  up  this  topic,  we  may  say  that  rent,  in 

general,  is  a payment  for  the  use  of  natural  agents.  Some 
natural  agents  are  free, — such  as  (nsnally)  the  air,  the 
ocean,  rivers  and  the  light  and  heat  of  the  snn.  A man 
cannot  ordinarily  take  possession  of  these,  except  in  so  far 
‘ as  he  is  actually  using  them.  Other  natural  agents,  especial- 

f ly  land,  have  generally  been  appropriated  ; that  is,  some 

men  call  them  their  own.  A man  mav  own  much  more  land 

«r 

than  he  can  use.  Having  got  possession  of  it,  he  assumes 
the  right  to  let  the  use  of  it  to  other  men.  In  return  for  this 
permission.,  he  demands  a part  of  the  product.  This  share  of 
the  product,  which  we  call  the  landlord’s  rent,  will  be  large 
or  small,  (i)  according  to  the  urgency  of  the  want,  which 
other  men  feel,  for  the  use  of  what  he  claims;  (2)  according 
to  the  amount  of  value,  which  their  efforts  can  produce 
from  it. 


